
*Board Action required

KENTUCKY RETIREMENT SYSTEMS
BOARD OF TRUSTEES

REGULAR QUARTERLY MEETING

SEPTEMBER 12, 2019 AT 10:00 A.M., ET
1270 LOUISVILLE ROAD, FRANKFORT, KENTUCKY 40601

1. Roll Call

2. Approval of Minutes – May 16, 2019*

3. Public Comment

4. Retiree Health Plan Committee Report and Recommendations* - David Rich/Connie Pettyjohn

5. Investment Committee Report and Recommendations*- Dave Harris/Rich Robben

6. Audit Committee Report*- John Chilton/ Kristen Coffey/Rebecca Adkins

ß Hazardous Duty Position Requests*

ß Audit Committee Charter Approval*

ß Financial Statements

7. Legislative Issues

ß HB 1

ß Fixed Allocation Funding

ß 2020 General Assembly

ß APA Special Audit

ß Process for Staff to Work with The Board on Legislative Issues

ß SB2 Code of Ethics- Trustee Confirmation

8. Document Process and Storage- Anne Baker

9. KRS Update- David Eager/Rebecca Adkins

10. New Business

11. Closed Session [Pending Litigation KRS 61.810(1)(c)]

12. Adjourn
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MINUTES OF MEETING #423 

BOARD OF TRUSTEES KENTUCKY RETIREMENT SYSTEMS 

 QUARTERLY MEETING MAY 16, 2019 AT 10:00A.M. 

1270 LOUISVILLE ROAD, FRANKFORT, KENTUCKY 40601 

 
 

At the Quarterly Meeting of the Board of Trustees held on May 16, 2019 the following members 

were present: David Harris (Chair), Joe Brothers, John Chilton, Raymond Connell, William Cook,  

Kelly Downard, John Farris, David Gallagher, Sherry Kremer, Matthew Monteiro, Keith Peercy, 

Betty Pendergrass, Jerry Powell, David Rich and Sec. Thomas Stephens. Staff members present 

were David Eager, Erin Surratt, Kathy Rupinen, Joe Bowman, Vicki Hale, D’Juan Surratt, Ann 

Case, Connie Davis, Connie Pettyjohn, Rich Robben, Jared Crawford, Kristen Coffey, Shawn 

Sparks and Alane Foley.  Also present were Larry Totten, Michele Hill, Joe Graviss, Lesley Bilby, 

Tom Loftus, John Wade, Tyler Offerman, Teresa Sanders, Jim McWilliams, Brian Wilkerson, 

Stacy Woodrum, Eric Kennedy, Kelci Webb, Scott Whitaker, William Codell, Kris Mann, Zach 

Ireland, Seth Dawson, Cara Stewart, Joni Jenkins, Sarah Bishop, Larry Loew, Carla Whaley and 

Ray DeBolt.    

                                                                ***  

Mr. Harris called the meeting to order.  

Ms. Alane Foley called roll.  

                                                                *** 

Mr. Harris introduced agenda item Approval of Minutes- April 18, 2019. A motion was made by 

Mr. Brothers and seconded by Mr. Powell to approve the minutes as presented. The motion passed 

unanimously.   

                                                                *** 

Mr. Harris introduced agenda item Public Comment. Mr. John Wade spoke to the Board Members 

regarding assumptions and employee contribution rates.  

                                                                 *** 

Mr. Harris introduced agenda item Investment Committee and Portfolio Update. Mr. Robben 

provided details to the Board regarding investment performance and staff activities. Mr. Chilton 

moved and was seconded by Mr. Farris to ratify the recommendation of the Investment Committee 

to invest up to $75 mil in Middle Ground Partners I. The motion passed by majority vote (Ms. 

Pendergrass dissenting) .  
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                                                                *** 

Mr. Harris introduced agenda item Audit Committee Report. Ms. Connie Davis provided an 

overview of the Proportionate Share Audit. Ms. Pendergrass moved and was seconded by Mr. 

Brothers to approve the audit as presented. The motion passed unanimously.  

Ms. Connie Davis presented Financial Statements and Budget-to-Actual Expenses, Ms. Ann Case 

presented Cash Flow/ Net Position Reports. These reports were presented for informational 

purposes only.  

Mr. D’Juan Surrat reviewed the CERS Agency Participation request with the Board. Sec. Stephens 

moved and was seconded by Mr. Powell to approve Nelson County Emergency 911 Dispatch 

Center participation in CERS under non-hazardous coverage. The motion passed unanimously. 

Ms. Pendergrass abstained.  

Mr. D’Juan Surratt reviewed Hazardous Duty Position requests with the Board. Sec. Stephens 

moved and was seconded by Mr. Powell to approve hazardous duty coverage as presented. The 

motion passed unanimously. Ms. Pendergrass abstained.  

                                                        *** 

Mr. Harris introduced agenda item Retiree Health Plan Committee Report. Ms. Connie Pettyjohn 

provided an update to the Board from the last Retiree Health Plan Committee meeting. This was 

provided for informational purposes only.  

                                                           *** 

Mr. Harris introduced agenda item Fiduciary Liability Insurance. Mr. Eager reviewed the 

insurance renewal options with the Board. Ms. Pendergrass moved and was seconded by Mr. 

Peercy to choose self-insurance until the Board can discuss additional details and review options 

of insurance versus self-insurance. The motion passed unanimously.  

                                                           *** 

Mr. Harris introduced agenda item Committee Assignment Approval. A copy of committee 

assignments was provided to the Board Members. No action was taken. This was provided for 

informational purposes at this time.  

                                                           *** 

Mr. Harris introduced agenda item KRS Update. Mr. Eager discussed proposed legislation and 

KRS facilities. Ms. Erin Surratt discussed IT Security.  

                                                           *** 
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A motion was made by Mr. Rich and seconded by Mr. Chilton to go in to closed session. The 

motion passed unanimously.  

Mr. Harris read the following statement and the meeting moved into closed session: A motion 

having been made in open session to move into closed session for a specific purpose, and such 

motion having carried by majority vote in open, public session, the Board shall now enter closed 

session to consider litigation, pursuant to KRS 61.810(1)(c), because of the necessity of protecting 

the confidentiality of the Systems’ litigation strategy and preserving any available attorney-client 

privilege. All public attendees exited the meeting.  

 

The meeting was called back into open session. No action was taken.  

                                                               *** 

                                                                    

There being no further business, a motion was made at 12:25 p.m. by Mr. Rich and seconded by 

Mr. Powell to adjourn the meeting, to meet again on September 12, 2019 or upon the call of the  

Executive Director or the Chair of the Board of Trustees.  The motion passed unanimously.  

                                                                  *** 

 

Copies of all documents presented are incorporated as part of the Minutes of the Board of Trustees 

held May 16, 2019, except documents provided during a closed session conducted pursuant to the 

open meetings act and exempt under the open records act.  
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CERTIFICATION 
 

I do certify that I was present at this meeting, and I have recorded the above actions of the Directors 

on the various items considered by it at this meeting.  Further, I certify that all requirements of 

KRS 61.805-61.850 were met in conjunction with this meeting. 

 

 

 

 ________________________________ 

Recording Secretary 

 

 

 

We, the Chair of the Board of Directors of the Kentucky Retirement Systems and Executive 

Director of the Kentucky Retirement Systems, do certify that the Minutes of Meeting Number 423, 

held on May 16, 2019, were approved on September 12, 2019. 

 

 

 

 ________________________________ 

Chair of the Board of Directors 

 

 

 

 

 ________________________________ 

Executive Director 

 

 

 

 

I have reviewed the Minutes of the May 16, 2019 Board of Trustees Meeting for content, form, 

and legality. 

 

 

 ________________________________ 

Executive Director 

Office of Legal Services 
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KENTUCKY RETIREMENT SYSTEMS

TO: Members of the of the Kentucky Retirement Systems Board of Trustees

FROM: Retiree Health Plan Committee

DATE: September 12, 2019

SUBJECT: Retiree Health Plan Committee Report

The Retiree Health Plan Committee met on Thursday, September 05, 2019 to discuss and make 
recommendations regarding the non-Medicare and Medicare eligible health plans for KRS 
retirees for the 2020 plan year. The recommendations of the Committee are documented below 
in the bolded red font.

Non Medicare-Eligible Retirees (KEHP Plan).

1. Recommendation as to what the monthly maximum contribution amount for the 
Non-Medicare Eligible plan. Including the contribution for the hazardous Duty 
Spouse/Dependents

NOTE: See Kentucky Retirement Systems KEHP 2020 Presentation, this contains the 
information for Board Decision Points:

∑ Tobacco Use fee
∑ Access to the Consumer Directed Health Plans with embedded HRA
∑ Proposed LivingWell Promise discount
∑ 2020 KEHP plan premiums were available as a confidential handout during the 

Committee meeting.

∑ Retiree Health Plan Committee recommends that the KRS Board select the 
KEHP LivingWell PPO plan option as the contribution plan and set the 
contribution rate (see the confidential handout for the LivingWell PPO plan at 
the single premium) as the 100% contribution the Trust will pay for a retiree 
with a service credit of 240 months of service or greater and a participation 
date prior to July 1, 2003. 

∑ Because the Committee recommends the selection of the LivingWell PPO as 
the contribution plan, the hazardous rates would be tied to the rates for the 
LivingWell PPO Couple, Parent Plus and Family plans. 

∑ The Committee recommends the Tobacco Use Fee remains unchanged for 
2020. Retirees (including spouses and dependents) who are tobacco users will 
be responsible for paying the Tobacco Use Fee. 

∑ The Committee recommends Retirees or Planholders that failed to complete 
the LivingWell promise for plan year 2019 will not be entitled to the discount 
for 2020. The fee/discount remains unchanged for 2020.
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∑ The Committee recommends allowing access to the Consumer Directed 
Health Plans with embedded HRA.

2. Recommendation as to whether KRS should default retirees/beneficiaries and their 
dependents into a plan for 2020.

Each year there are retirees who, due to unforeseen circumstances, failed to submit an
application during open enrollment. KRS is without the statutory authority to permit those 
persons to enroll without a qualifying event. As a result, KRS’ Board promulgated an 
administrative regulation, 105 KAR 1:410, which was effective 2/6/2015, to  allow KRS to 
default retirees and their dependents into a health plan so that these individuals will not be 
without coverage for the year simply because they forgot to enroll during open enrollment or as 
a new retiree. Each year several decisions must be made by the Board to facilitate the 
administration of the default process: 

a. Recommendation as to which plan should be the default plan.

DEI is defaulting employees into the LivingWell Limited High Deductible Plan; however, the 
Board may choose any of the four plans as a default plan.

b. Recommendation as to the circumstances under which retirees and their 
dependents should be defaulted into a plan for 2020.

i. KRS Management recommends new retirees be defaulted into a single level of 
coverage.

ii. KRS Management recommends retirees and beneficiaries not currently 
enrolled in a plan will not be defaulted into a plan.

iii. KRS Management recommends that retirees and beneficiaries currently 
enrolled in a plan for 2019 be rolled over/defaulted into the same plan at the 
same level of coverage for the 2020 plan year if they fail to submit a health 
insurance application during open enrollment. 

∑ Retiree Health Plan Committee recommends that the KRS Board allow retirees 
that fail to complete a health insurance application during a mandatory open 
enrollment be rolled over to the same plan they were enrolled in for 2019 at 
the same level of coverage. 

∑ A new retiree shall be defaulted into the LivingWell Limited High Deductible
plan as described above in 2b (i), (ii), and (iii).

3. Cross Reference Retirees with Active Employee Spouse:   KRS 61.702(3)(a)5 
provides the employer’s contribution for the working member or spouse to be 
applied toward the premium, and the KRS insurance trust fund shall pay the 
balance not to exceed the monthly contribution. The Cross Reference plan is a 
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Family plan.  Unless, amended by the Board, the Cross Reference contribution 
will equal the monthly maximum contribution determined above.

Retiree Health Plan Committee recommends that the KRS Board allow retirees 
described in 3 above the option to select the Cross Reference plans.

4. Hazardous Duty Spouse and Eligible Dependent Verification. KRS hazardous 
duty members are required to remit the Form 6256 (Designation of Spouse 
and/or Dependent Child for Health Insurance Contribution) each year during 
Open Enrollment for the next plan year if they are covering an eligible spouse or 
dependent. Unless advised by the Board to change the process, KRS will 
continue the process decided upon during the February 18, 2016 Board Meeting. 
If the retiree fails to submit the form, the health insurance contribution will not 
be funded for the spouse/dependent until the form is submitted. When the form is 
submitted KRS will reimburse any premium contribution owed to the retiree. If a 
retiree fails to submit the form during the plan year KRS will not reimburse the 
premium if the request is received after December 31st of the plan year. 

Retiree Health Plan Committee recommends that the KRS Board continue the 
process described in 4 above. Retirees will be eligible for reimbursement of 
premiums for the 90 days prior to the receipt of the Form 6256. For example if 
the form is submitted June 3, 2020, the reimbursement will be for March –
May 2020 (KRS is unable to process partial months of premium).

Medicare-Eligible Retirees

1. Recommendation as to what the contribution rate should be for the Medicare-Eligible plan 
for 2020. 

NOTE: See PowerPoint Presentation, from Humana and Information from Gabriel Roeder Smith 
(GRS).

∑ Retiree Health Plan Committee recommends the contribution rate for the KRS 
Premium Plan remain at the 2019 rate of $252.51 as the 100% contribution the 
Trust will pay for a retiree with a service credit of 240 months of service or 
greater (the premium paid to Humana will be $250.75). 

∑ The Committee recommends setting the contribution rate for the KRS Premium 
Plan as the 100% contribution the Trust will pay for a hazardous duty spouse 
and/or an eligible dependent. 

∑ The Committee recommends the premiums for the KRS Essential Plan at $75.56
(the amount paid to Humana will be $63.15).

∑ The Committee recommends the Medical Only Plan premium at $176.26, the 
Medicare Advantage Mirror Premium Plan at $314.76, and the Medicare 
Advantage Mirror Essential Plan at $215.00.
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∑ The Committee recommends approval of an added dental plan component to 
the Premium and Essential plans which is a benefit enhancement that costs an 
additional $4.00 and is included in the rates above.

2. Recommendation as to whether KRS should continue to pay for the additional 
administrative fees for retirees who are required to enroll in one of the Mirror plans and 
who fall under certain exceptions. Recommendation that individuals without Medicare 
Part B be allowed to enroll in the Mirror Plans and the individual would be responsible 
for the additional cost above the contribution amount. When the individual obtains Part 
B, KRS will transition them to the Medicare Advantage Plan they choose on the Insurance 
Application.

On September 15, 2016, the Board approved payment for administrative fees (estimated $62.25
per month for 2020) for individuals who need to be enrolled in one of the Mirror Plans for several 
enumerated reasons (administrative exceptions):

∑ Individual is scheduled for a transplant or surgery at a hospital that Humana confirms will 
not accept Humana Medicare Advantage for said procedure for said individual.

∑ Individual is undergoing treatment by a specialist that Humana confirms will not accept 
Humana Medicare Advantage for said treatment for said individual.

∑ Individual resides outside Humana’s Filed and Approved MA-PPO network service area 
where Humana affirms there are provider access issues (e.g., non-acceptance of Humana 
Medicare Advantage

Note: KRS has 1 retiree that meets this criteria.

∑ Retiree Health Plan Committee recommends that KRS continue to pay the 
administrative fee for administrative exceptions in 2020, under the circumstances 
set forth in the three bullet points above.

∑ The Committee recommends that an individual without Medicare Part B be 
allowed to enroll in the Medicare Advantage Mirror Plans and they will be 
responsible for paying the additional cost above the contribution amount. 

3. Recommendation as to whether KRS should default retirees and their dependents into a 
plan for 2020.

Each year there are retirees who, due to unforeseen circumstances, failed to submit an 
application during open enrollment. KRS is without the statutory authority to permit those 
persons to enroll without a qualifying event. As a result, KRS’ Board  promulgated an 
administrative regulation, 105 KAR 1:410 which was effective 2/6/2015, to  allow KRS to 
default retirees and their dependents into a health plan so that these individuals will not be 
without coverage for the year simply because they forgot to enroll during open enrollment or as 
a new retiree. 

Board Meeting- September 12, 2019 - Retiree Health Plan Committee Report and Recommendations

9



5

a. If the Committee recommends that KRS default retirees and their dependents into 
a plan, recommendation as to which plan should be the default plan.

Due to federal law/regulations, the Medical Only or Mirror Plan without Prescription Drug 
coverage would be the only option available as a default plan for the Medicare-eligible 
population.

b. If the Committee recommends that KRS default retirees and their dependents into 
a plan, recommendation as to the circumstances under which retirees and their 
dependents should be defaulted into a plan for 2020. 

i. KRS Management would recommend that current enrollees and new 
retirees be defaulted into a plan. Retirees and beneficiaries not currently 
enrolled would not be defaulted into a plan.

ii. Current enrollee would be defaulted at the same level of coverage as the 
previous/current plan year (single).

iii. New retirees would be defaulted into a single level of coverage.

∑ Retiree Health Plan Committee recommends that Medicare eligible retirees 
(and their dependents) who fail to enroll in a plan during a mandatory open 
enrollment, as a new retiree, or becoming Medicare eligible be defaulted into 
the KRS Medical Only Plan as set forth in 3b (i), (ii), and (iii) above. 

∑ The Committee recommends that the spouse and dependents that are not 
Medicare eligible be defaulted into the same Kentucky Employees Health Plan
at the same Level/Option as the previous/current plan year (Single, Parent 
Plus, Couple, and Family). 

4. Hazardous Duty Spouse and Eligible Dependent Verification. KRS hazardous duty 
members are required to remit the Form 6256 (Designation of Spouse and/or Dependent 
Child for Health Insurance Contribution) each year during Open Enrollment for the next 
plan year. Unless advised by the Board to change the process, KRS will continue the 
process decided upon during the February 18, 2016 Board meeting. If the retiree fails to 
submit the form, the health insurance contribution will not be funded for these dependents 
until the form is submitted. When the form is submitted KRS will reimburse any premium 
owed to the retiree. If a retiree fails to submit the form during the plan year KRS will not 
reimburse the premium if the request is received after December 31st of the plan year. 

Retiree Health Plan Committee recommends that the KRS Board continue the 
process described in 4 above. Retirees will be eligible for reimbursement of 
premiums for the 90 days prior to the receipt of the Form 6256. For example if 
the form is submitted June 3, 2020, the reimbursement will be for March –
May 2020 (KRS is unable to process partial months of premium).

RECOMMENDATION:  The Retiree Health Plan Committee recommends approval of the 
above decisions by the Kentucky Retirement Systems Board of Trustees.

Board Meeting- September 12, 2019 - Retiree Health Plan Committee Report and Recommendations

10



 

 

 

KENTUCKY RETIREMENT SYSTEMS 
INVESTMENTS 

 
  

To: KRS Board of Trustees 

From: Richard Robben, Executive Director of Investments 

Date: September 12th, 2019 

Subject: Report on Recent Investment Committee Activities 

  

 

Investment Activity 

 

New Investments 

 

J.P. Morgan GEM Emerging Markets Equity mandate (International Equity) – On August 27th, the 

Investment Committee approved an investment of a minimum of 5% and a maximum of 7% of all plan’s 

international equity exposure to this mandate. Initial funding is roughly $175mm. 

 

Pzena Emerging Markets Equity Select Value mandate (International Equity) – On August 27th, the 

Investment Committee approved an investment of a minimum of 5% and a maximum of 7% of all plan’s 

international equity exposure to this mandate. Initial funding is roughly $175mm. 

 

Next Century Micro-Cap Growth Equity mandate (US Equity) - On August 27th, the Investment 

Committee approved an investment of a minimum of 2.5% and a maximum of 3.5% of all plan’s US 

equity exposure to this mandate. Initial funding is roughly $75mm. 

 

Capital Spring (Specialty Finance) - On August 27th, the Investment Committee approved an investment 

of $200mm into a separate account with this lending firm focused on the quick service and fast casual 

restaurant market. 

 

Arrowmark Partners (Opportunistic) - On August 27th, the Investment Committee approved an additional 

investment of $300mm to Arrowmark, bringing their total commitment from KRS to $625mm. This is a 

regulatory capital relief mandate.  

 

Lord Abbett Short Duration (Core Fixed Income) – At a special meeting on July 25th, the IC voted to 

authorize the sale of $550mm of an existing investment in the BNY Intermediate Credit Index CTF, and 

reinvest the proceeds into the existing Lord Abbett Short Duration separate account. The IC also voted to 

designate the Lord Abbett account as the holding spot for any frictional cash available with our plans. 

 

Middleground Partners I L.P. (Private Equity) - On August 27th, the Investment Committee approved an 

investment of $75mm into this leveraged buyout fund focused on the US industrial and distribution 

markets. 
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Other Actions 

 

The IC voted to transition the remaining balance of the BlackRock ACWI-Ex US Index portfolio to the 

BlackRock World Ex-US Index strategy. 

 

 

Asset Allocation 

 

 
 

  

2.00% 9/2/2019

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth 1,191,257,287$     53.1% 53.50% -0.4% (8,445,661)$          429,789,614$      63.0% 62.50% 0.5% 3,462,665$         

US Equity 339,717,240$       15.1% 15.75% -0.6% (13,466,338)$        127,229,026$      18.7% 18.75% -0.1% (669,059)$           

Non-US Equity 350,694,045$       15.6% 15.75% -0.1% (2,489,534)$          131,856,111$      19.3% 18.75% 0.6% 3,958,027$         

Private Equity 201,015,129$       9.0% 7.00% 2.0% 44,044,650$         60,521,358$        8.9% 10.00% -1.1% (7,690,953)$        

High Yield/Specialty Credit 299,830,873$       13.4% 15.00% -1.6% (36,534,440)$        110,183,118$      16.2% 15.00% 1.2% 7,864,651$         

Liquidity 734,126,954$       32.7% 23.50% 9.2% 207,154,631$       149,208,253$      21.9% 14.50% 7.4% 50,300,401$       

Core Fixed Income 501,176,189$       22.3% 20.50% 1.8% 41,476,928$         132,237,310$      19.4% 13.50% 5.9% 40,150,689$       

Cash 232,950,765$       10.4% 3.00% 7.4% 165,677,703$       16,970,942$        2.5% 1.00% 1.5% 10,149,711$       

Diversifying Strategies 315,247,819$       14.1% 23.00% -8.9% (200,512,327)$      101,607,857$      14.9% 23.00% -8.1% (55,280,460)$      

Real Return 168,841,621$       7.5% 15.00% -7.5% (167,523,692)$      58,496,605$        8.6% 15.00% -6.4% (43,821,863)$      

Real Estate 88,818,717$         4.0% 5.00% -1.0% (23,303,054)$        27,112,526$        4.0% 5.00% -1.0% (6,993,630)$        

      Abs Ret / Opportunistic 57,587,482$         2.6% 3.00% -0.4% (9,685,581)$          15,998,727$        2.3% 3.00% -0.7% (4,464,966)$        

Miscellaneous 1,803,357$           0.1% 0.00% 0.1% 1,803,357$           1,517,394$         0.2% 0.00% 0.2% 1,517,394$         

TOTAL PORTFOLIO $2,242,435,418 $682,123,118

KRS - PENSION FUND ALLOCATIONS

Category
KERS - PEN KERSH - PEN

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth $4,610,284,276 64.8% 62.50% 2.3% 160,810,136$       $1,540,777,047 64.4% 62.50% 1.9% 44,992,598$       

US Equity $1,345,729,342 18.9% 18.75% 0.2% 10,887,100$         449,168,949$      18.8% 18.75% 0.0% 433,614$            

Non-US Equity $1,436,848,552 20.2% 18.75% 1.4% 102,006,310$       480,265,389$      20.1% 18.75% 1.3% 31,530,055$       

Private Equity $658,442,548 9.2% 10.00% -0.8% (53,473,314)$        224,348,185$      9.4% 10.00% -0.6% (14,977,327)$      

High Yield/Specialty Credit $1,169,263,833 16.4% 15.00% 1.4% 101,390,040$       386,994,524$      16.2% 15.00% 1.2% 28,006,256$       

Liquidity $1,373,085,980 19.3% 14.50% 4.8% 340,807,979$       $475,152,589 19.9% 14.50% 5.4% 128,130,597$     

Core Fixed Income $1,225,495,602 17.2% 13.50% 3.7% 264,409,187$       418,827,492$      17.5% 13.50% 4.0% 95,738,051$       

Cash $147,590,378 2.1% 1.00% 1.1% 76,398,792$         56,325,097$        2.4% 1.00% 1.4% 32,392,546$       

Diversifying Strategies $1,134,351,526 15.9% 23.00% -7.1% (503,054,957)$      375,576,140$      15.7% 23.00% -7.3% (174,872,537)$    

Real Return $647,047,277 9.1% 15.00% -5.9% (420,826,516)$      220,502,156$      9.2% 15.00% -5.8% (138,486,112)$    

Real Estate $301,995,329 4.2% 5.00% -0.8% (53,962,603)$        95,437,837$        4.0% 5.00% -1.0% (24,224,919)$      

      Abs Ret / Opportunistic $185,308,920 2.6% 3.00% -0.4% (28,265,839)$        59,636,147$        2.5% 3.00% -0.5% (12,161,506)$      

Miscellaneous $1,436,842 0.0% 0.00% 0.0% 1,436,842$           1,749,342$         0.1% 0.00% 0.1% 1,749,342$         

TOTAL PORTFOLIO $7,119,158,623 $2,393,255,118

 0.37    0.37      

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth $152,029,883 53.9% 53.50% 0.4% 1,101,169$           7,924,138,106$   62.3% 60.7% 1.6% 201,920,907$     

US Equity 43,479,576$         15.4% 15.75% -0.3% (952,709)$            2,305,324,132$   18.1% 18.2% 0.0% (3,767,392)$        

Non-US Equity 46,324,112$         16.4% 15.75% 0.7% 1,891,827$           2,445,988,209$   19.2% 18.2% 1.1% 136,896,685$     

Private Equity 18,587,689$         6.6% 7.00% -0.4% (1,159,993)$          1,162,914,910$   9.1% 9.4% -0.3% (33,256,937)$      

High Yield/Specialty Credit 43,638,506$         15.5% 15.00% 0.5% 1,322,044$           2,009,910,855$   15.8% 15.0% 0.8% 102,048,551$     

Liquidity $88,575,355 31.4% 23.50% 7.9% 22,279,565$         2,820,149,130$   22.2% 16.3% 5.9% 748,673,172$     

Core Fixed Income 71,025,778$         25.2% 20.50% 4.7% 13,193,281$         2,348,762,371$   18.5% 14.9% 3.6% 454,968,136$     

Cash 17,549,576$         6.2% 3.00% 3.2% 9,086,284$           471,386,759$      3.7% 1.4% 2.3% 293,705,036$     

Diversifying Strategies 41,148,884$         14.6% 23.00% -8.4% (23,736,357)$        1,967,932,228$   15.5% 23.0% -7.5% (957,456,637)$    

Real Return 23,184,353$         8.2% 15.00% -6.8% (19,132,109)$        1,118,072,012$   8.8% 15.0% -6.2% (789,790,291)$    

Real Estate 11,542,673$         4.1% 5.00% -0.9% (2,562,815)$          524,907,081$      4.1% 5.0% -0.9% (111,047,020)$    

      Abs Ret / Opportunistic 6,421,858$           2.3% 3.00% -0.7% (2,041,434)$          324,953,135$      2.6% 3.0% -0.4% (56,619,326)$      

Miscellaneous 355,623$              0.1% 0.00% 0.1% 355,623$              6,862,558$         0.1% 0.0% 0.1% 6,862,558$         

TOTAL PORTFOLIO $282,109,745 $12,719,082,022

Category
CERS - PEN CERSH - PEN

Category
SPRS - PEN PENSION TOTAL FUND
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Insurance Plans 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth 564,119,391$      61.7% 62.50% -0.8% (7,520,239)$       330,029,599$                64.5% 62.50% 2.0% 10,414,832$        

US Equity 182,639,406$      20.0% 18.75% 1.2% 11,147,516$      98,043,553$                 19.2% 18.75% 0.4% 2,159,123$          

Non-US Equity 191,513,889$      20.9% 18.75% 2.2% 20,022,000$      106,216,289$                20.8% 18.75% 2.0% 10,331,859$        

Private Equity 52,268,089$        5.7% 10.00% -4.3% (39,194,252)$     51,599,601$                 10.1% 10.00% 0.1% 461,239$             

High Yield/Specialty Credit 137,698,008$      15.1% 15.00% 0.1% 504,496$           74,170,155$                 14.5% 15.00% -0.5% (2,537,388)$         

Liquidity 219,223,474$      24.0% 14.50% 9.5% 86,603,080$      97,641,690$                 19.1% 14.50% 4.6% 23,491,064$        

Core Fixed Income 199,529,374$      21.8% 13.50% 8.3% 76,055,214$      89,791,815$                 17.6% 13.50% 4.1% 20,755,026$        

Cash 19,694,100$        2.2% 1.00% 1.2% 10,547,866$      7,849,875$                   1.5% 1.00% 0.5% 2,736,039$          

Diversifying Strategies 131,330,751$      14.4% 23.00% -8.6% (79,032,633)$     83,740,672$                 16.4% 23.00% -6.6% (33,877,562)$       

Real Return 76,550,734$        8.4% 15.00% -6.6% (60,642,777)$     45,549,541$                 8.9% 15.00% -6.1% (31,158,003)$       

Real Estate 31,666,043$        3.5% 5.00% -1.5% (14,065,127)$     23,257,648$                 4.5% 5.00% -0.5% (2,311,533)$         

      Abs Ret / Opportunistic 23,113,974$        2.5% 3.00% -0.5% (4,324,728)$       14,933,483$                 2.9% 3.00% -0.1% (408,026)$           

Miscellaneous (50,207)$             0.0% 0.00% 0.0% (50,207)$           (28,335)$                       0.0% 0.00% 0.0% (28,335)$             

TOTAL PORTFOLIO 914,623,409$      511,383,626$                

0.37    0.37   10,414,832$        

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth $1,535,973,260 63.5% 62.50% 1.0% 24,531,985$      $830,486,526 64.5% 62.50% 2.0% 25,799,550$        

US Equity 462,031,331$      19.1% 18.75% 0.4% 8,598,948$        247,097,747$                19.2% 18.75% 0.4% 5,691,654$          

Non-US Equity 478,206,234$      19.8% 18.75% 1.0% 24,773,852$      257,713,063$                20.0% 18.75% 1.3% 16,306,970$        

Private Equity 272,343,981$      11.3% 10.00% 1.3% 30,513,377$      153,689,004$                11.9% 10.00% 1.9% 24,939,088$        

High Yield/Specialty Credit 323,391,714$      13.4% 15.00% -1.6% (39,354,192)$     171,986,713$                13.4% 15.00% -1.6% (21,138,161)$       

Liquidity $496,742,069 20.5% 14.50% 6.0% 146,087,693$    $251,412,566 19.5% 14.50% 5.0% 64,725,187$        

Core Fixed Income 452,281,023$      18.7% 13.50% 5.2% 125,809,708$    224,395,065$                17.4% 13.50% 3.9% 50,582,678$        

Cash 44,461,046$        1.8% 1.00% 0.8% 20,277,985$      27,017,501$                 2.1% 1.00% 1.1% 14,142,509$        

Diversifying Strategies 385,724,340$      16.0% 23.00% -7.0% (170,486,049)$   205,671,223$                16.0% 23.00% -7.0% (90,453,584)$       

Real Return 219,616,317$      9.1% 15.00% -5.9% (143,129,589)$   114,280,579$                8.9% 15.00% -6.1% (78,844,295)$       

Real Estate 100,902,014$      4.2% 5.00% -0.8% (20,013,288)$     55,281,579$                 4.3% 5.00% -0.7% (9,093,379)$         

      Abs Ret / Opportunistic 65,206,009$        2.7% 3.00% -0.3% (7,343,172)$       36,109,065$                 2.8% 3.00% -0.2% (2,515,910)$         

Miscellaneous (133,629)$           0.0% 0.00% 0.0% (133,629)$          (71,153)$                       0.0% 0.00% 0.0% (71,153)$             

TOTAL PORTFOLIO 2,418,306,040$   1,287,499,161$             

100.0%  0.37   

Market Value Actual Target Diff Market Diff Market Value Actual Target Diff Market Diff

Growth $124,563,383 63.9% 62.50% 1.4% 2,814,712$        3,385,172,159$             63.6% 62.5% 1.1% 56,040,840$        

US Equity 36,888,715$        18.9% 18.75% 0.2% 364,114$           1,026,700,752$             19.3% 18.75% 0.5% 27,961,356$        

Non-US Equity 37,763,188$        19.4% 18.75% 0.6% 1,238,587$        1,071,412,663$             20.1% 18.75% 1.4% 72,673,268$        

Private Equity 23,322,799$        12.0% 10.00% 2.0% 3,843,012$        553,223,475$                10.4% 10.0% 0.4% 20,562,464$        

High Yield/Specialty Credit 26,588,680$        13.6% 15.00% -1.4% (2,631,001)$       733,835,270$                13.8% 15.0% -1.2% (65,156,247)$       

Liquidity $39,931,533 20.5% 14.50% 6.0% 11,685,841$      1,104,951,331$             20.7% 14.5% 6.2% 332,592,865$      

Core Fixed Income 35,775,899$        18.4% 13.50% 4.9% 9,478,186$        1,001,773,177$             18.8% 13.5% 5.3% 282,680,812$      

Cash 4,155,634$         2.1% 1.00% 1.1% 2,207,655$        103,178,154$                1.9% 1.0% 0.9% 49,912,053$        

Diversifying Strategies 30,313,694$        15.6% 23.00% -7.4% (14,489,817)$     836,780,681$                15.7% 23.0% -7.3% (388,339,645)$     

Real Return 15,865,448$        8.1% 15.00% -6.9% (13,354,233)$     471,862,620$                8.9% 15.0% -6.1% (327,128,897)$     

Real Estate 8,883,016$         4.6% 5.00% -0.4% (856,878)$          219,990,300$                4.1% 5.0% -0.9% (46,340,205)$       

      Abs Ret / Opportunistic 5,565,230$         2.9% 3.00% -0.1% (278,706)$          144,927,761$                2.7% 3.0% -0.3% (14,870,543)$       

Miscellaneous (10,736)$             0.0% 0.00% 0.0% (10,736)$           (294,061)$                     0.0% 0.0% 0.0% (294,061)$           

TOTAL PORTFOLIO 194,797,874$      5,326,610,110$             

INSURANCE TOTAL FUND

Category
CERS - INS CERSH - INS

Category
SPRS - INS

KERS - INS KERSH - INS
Category
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Performance 

 

Performance was mixed over the past fiscal year, with the KERS Non-Hazardous and SPRS plans 

exceeding their assumed rates of return, while the other 3 pension plans, and all 5 insurance plans all 

trailed their return targets. The pension and insurance plans also underperformed their benchmarks this 

year, with the pension pool posting a net return of 5.83% versus a benchmark return of 6.00% and the 

Insurance aggregate pool returning 5.67% versus a benchmark return of 5.89%. The largest contributor to 

the relative underperformance was our US Equity portfolio which underperformed its benchmark by 

1.24%, and our Core Fixed Income portfolio which underperformed by .80%. Private Equity was once 

again the strongest performing asset class, posting a return of 11.50% in our Pension plans and 10.88% in 

the Insurance portfolios. 
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Investment Guideline Waivers 

 

The Investment Committee granted 3 guideline waivers at the February 6th meeting and agreed to review 

each of these waivers at all subsequent meetings. Two of these waivers are still in effect: 

 

1. Staff was granted a waiver of the requirement that each of our external investment managers should 

be visited annually on-site by KRS staff.  

2. Staff was granted a waiver of the requirement to rebalance assets within the Absolute Return, Real 

Estate, and Fixed Income asset classes as the transition to our new asset allocation policy is 

ongoing.  
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To:   Kentucky Retirement Systems Board of Trustees 
 
From:   John E. Chilton, CPA, Chair 

Audit Committee of the Board of Trustees 
 

Kristen N. Coffey, CICA  
Division Director, Internal Audit Administration 
 

Date:  September 12, 2019 
 
Subject: August 22, 2019 Audit Committee Meeting 
 
The Audit Committee held a regularly scheduled meeting on August 22, 2019.  The purpose of the 
meeting was to review and discuss the following items: 
 
Items to be presented to the Board (required Board action in bold, red font) 

 
1. APA has completed their Special Examination and the final report was released on August 

27, 2019. 
 

2. Fiscal year-end June 30, 2019 financial statements (unaudited), including administrative 
expenses, were presented. 
 

3. A summary of cash flows for all five pension and insurance plans was presented. 
 

4. There were nine requests for Hazardous Position Classifications.  Audit Committee 
approved all requested Hazardous Duty positions. 

RECOMMENDATION: Ratify the actions taken by the Audit Committee. 
 

5. Updates to the Audit Committee Charter, Internal Audit Charter, and Internal Audit 
Policies and Procedures Manual were presented.  Audit Committee approved the 
updates. 

RECOMMENDATION: Ratify the actions taken by the Audit Committee. 
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Informational Items Discussed – No Board Action Required 
 

1. Outstanding invoices as of June 30, 2019 totaled $13,596,168.  The largest outstanding 
amounts related to pension spiking and standard sick leave.  Kentucky State Police have 
the largest outstanding balance ($5,419,131).   
 

2. The fiscal year 2019 audit has begun.  A summary of the timeline was presented.  Dean 
Dorton is currently on-site conducting fieldwork. 
 

3. For the 2nd quarter of calendar year 2019, there were two external disclosures affecting 
five members.  There were no internal disclosures. 
 

4. KRS responded to requests for information related to A-133 and Title VI.  Neither of these 
is applicable to KRS since we do not receive or expend federal dollars. 
 

5. The Division of Internal Audit Administration spent $354,752 for fiscal year-ended June 
30, 2019.  This was 90% of the Division’s budget.  
 

6. Currently, 13 active cases received via the anonymous tip line are being investigated.  This 
includes one new case.  No cases have been closed since the last Board meeting.  

  
7. No issues related to non-compliance with investments were presented.    

 
8. At this time, the Division of Internal Audit Administration is working on nine projects.  

Four internal audits, one investment audit, and three investment reviews have been 
completed during the fiscal year.  The three audits released since the last Audit Committee 
meeting were reviewed. 
 

 
Attachment 
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To: Members of the KRS Board of Trustees
From: D’Juan Surratt

Director of Employer Reporting, Compliance & Education
Date:  9/12/2019
Subject: Hazardous Position Classification

AGENCIES ARE ASKING FOR HAZARDOUS DUTY COVERAGE FOR THE FOLLOWING POSITIONS:

Agency Position Effective Date

Campbell County Fiscal Court Major March 1, 2019
City of Irvington Police Chief October 1, 2019
City of Irvington Assistant Police Chief October 1, 2019
City of Irvington Police Officer October 1, 2019
City of Irvington Police Officer (Recruit) October 1, 2019
Okolona Fire District Fire Marshal October 1, 2019
Highview Fire District EMT October 1, 2019
Highview Fire District Paramedic October 1, 2019
Highview Fire District Firefighter/Paramedic October 1, 2019

KRS staff has reviewed the above requests and feel that these positions meet statutory 
guidelines for Hazardous coverage.  Position Questionnaires and Job Descriptions are attached.
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Kentucky Retirement Systems 
Audit Committee of the Board of Trustees 

 
Charter 

 
Effective Date: September 12, 2019 
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an independent, objective 
assurance and consulting activity designed to add value and improve an organization's 
operations.  The goal of internal auditing is to help the organization accomplish its objectives 
by bringing a systematic, disciplined approach to evaluating and improving the effectiveness 
of risk management, control, and governance processes. 

independent appraisal of the various operations and systems of control within 
Kentucky Retirement Systems to determine whether acceptable policies and procedures are 
followed, legislative requirements and established standards are met, resources are used 
efficiently and economically, planned missions are accomplished effectively, and the objectives 
of Kentucky Retirement Systems are being achieved. 
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Kentucky Retirement Systems 
Division of Internal Audit Administration 

 
Charter 

 
Effective Date: September 12, 2019 
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an independent, objective 
assurance and consulting activity designed to add value and improve an organization's 
operations.  The goal of internal auditing is to help the organization accomplish its objectives 
by bringing a systematic, disciplined approach to evaluating and improving the effectiveness 
of risk management, control, and governance processes.
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Statement of Bylaws 
and Committee Organization
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International Standards for the Professional Practice of 
Internal Auditing 

Standards
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Kentucky Retirement Systems 
Division of Internal Audit Administration 

Policies and Procedures Manual 

Effective Date: , 2019 
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Division of Internal Audit Administration Director 

Assistant Director/Investment Compliance Officer  

Internal Auditor  
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Information Technology Audits   

Investigative Audits 
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Management Audits or Reviews 

Performance Audits 

External Audit Assistance   

. 

Referencing 
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International Standards for the Professional Practice 
of Internal Auditing 
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Ongoing Internal Assessments  

 
Periodic Assessments  
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Planning Phase:  
. 
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Fieldwork Phase: 

Completion Phase:  

Reporting Phase: 
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Post-Audit Client Survey:  

Preparation for Audit Committee Meeting:  

One week prior to the Audit Committee meeting, send audit reports and other 
information to Audit Committee members and Chair for advanced review.  

Follow-up:   

Note: this can be performed as a separate engagement or can be included 
during future audit engagements when IA staff review prior reports for findings 
that could affect the current engagement.  

Purpose 

Procedures  
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Daily Exception Compliance 
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Quarterly Compliance Report 
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– Q4 Financial Summary (Jul-Jun)
$ in Millions

1

Pension Trust Funds:

• Total assets increased by $518M from the end of the fiscal year (June 30, 2018).

• Investment returns were 5.67% for FY 2019 compared to 8.57% FY 2018.

• Investment fees declined $6.3M for Q4 FY 2019 compared to Q4 FY 2018.

• At the end of Q4, all five plans showed improved net position.

• Member contributions were down for KERS, KHAZ and SPRS (lower reported payroll) compared        
to Q4 2018.

• Employer contributions were up across all systems due to the increase in the required employer 
contribution rate.  

• KERS NHZ benefited the most from higher contributions rates.  Cash inflows ($1,167.7 million) 
exceeded outflows ($1,012.4 million) by $155.3 million.  

• Benefit payments/refunds increased by 4.0% in Q4 FY 2019 compared to same period last year 
related to the normal increase in retirements.  Retirement trends continue to show a stabilization in the 
number of new retirements.
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– Q4 Financial Summary (Jul-Jun)
$ in Millions

2

Insurance Trust Funds:

• Total assets increased by $315M from the end of the fiscal year (June 30, 2018).

• All plans showed an increase in net position for the fourth quarter. 

• Net investment income was positive for all plans for the fiscal year.

• Outflows (healthcare premiums) increased less than 1% in FY 2019 compared to FY 2018.

Administrative Expenses:

• KRS expenses were $36.0M through Q4 (approximately 25% under budget).  Administrative 
Expenses increased $3.2M for FY 2019 compared to FY 2018 primarily due to the increase in the 
employer contribution rate and its affect on KRS employee payroll.
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KERS KHAZ CERS CHAZ SPRS 2019 2018
ASSETS
Cash and Short-term Investments
  Cash Deposits  $            674,331  $          50,379  $            625,937  $            246,802  $        143,416  $           1,740,865  $              790,003 120% 1
  Short-term Investments  $    204,980,545  $   41,552,611  $    251,805,812  $    103,445,143  $   22,069,160  $       623,853,270  $       697,650,147 -11% 2
Total Cash and Short-term Investments  $    205,654,876  $   41,602,990  $    252,431,750  $    103,691,944  $   22,212,576  $       625,594,135  $       698,440,150 

RECEIVABLES
  Accounts Receivable  $    109,877,704  $     4,993,308  $      57,879,134  $      16,520,263  $     8,154,430  $       197,424,840  $       132,424,293 49% 3
  Accounts Receivable - Investments  $      49,827,195  $   14,167,843  $    150,043,002  $      50,110,377  $     6,648,061  $       270,796,478  $       216,661,516 25% 4
  Accounts - Alternate Participation  $                86,855 
Total Receivables  $    159,704,899  $   19,161,152  $    207,922,136  $      66,630,641  $   14,802,491  $       468,221,318  $       349,172,663 

INVESTMENTS, AT FAIR VALUE
  Fixed Income  $    490,019,130  $ 115,007,285  $ 1,237,201,485  $    406,988,738  $   66,745,704  $    2,315,962,341  $    3,031,052,094 -24% 5
  Public Equities  $    698,247,102  $ 262,516,354  $ 2,822,782,211  $    942,816,956  $   91,063,261  $    4,817,425,884  $    5,176,655,233 -7%
  Specialty Credit  $    295,211,999  $ 107,853,631  $ 1,144,387,450  $    378,704,347  $   42,544,163  $    1,968,701,589 
  Private Equities  $    201,312,872  $   61,609,961  $    669,714,938  $    228,979,317  $   19,159,251  $    1,180,776,338  $    1,271,908,119 -7%
  Absolute Return  $      40,004,433  $   10,437,391  $    124,488,207  $      39,433,386  $     4,208,986  $       218,572,402  $       702,584,459 -69% 6
  Real Estate  $      78,614,685  $   25,582,980  $    270,036,455  $      86,619,565  $   10,594,758  $       471,448,444  $       436,598,975 8%
  Real Return  $    163,449,481  $   56,411,181  $    624,035,511  $    212,558,969  $   22,434,578  $    1,078,889,721  $    1,054,096,148 2%
  Opportunistic  $      19,663,315  $     6,096,199  $      67,244,743  $      22,230,070  $     2,428,803  $       117,663,130 
  Derivatives  $          (108,243)  $         (48,399)  $          (550,519)  $          (184,202)  $         (21,094)  $             (912,456)  $             (827,190) 10%
Total Investments, at Fair Value  $ 1,986,414,774  $ 645,466,583  $ 6,959,340,481  $ 2,318,147,146  $ 259,158,410  $  12,168,527,393  $  11,672,067,837 

Security Lending Collateral Invested  $      58,078,184  $   18,229,595  $    191,613,076  $      64,392,768  $     7,465,404  $       339,779,026  $       488,923,036 -31% 7

CAPITAL/INTANGIBLE ASSETS
  Capital Assets  $            929,074  $          91,375  $         1,700,704  $            153,235  $          11,003  $           2,885,391  $           2,885,391 
  Intangible Assets  $         5,919,584  $        493,581  $         9,960,922  $            826,734  $        100,005  $         17,300,826  $         17,300,826 
  Accumulated Depreciation  $          (883,791)  $         (86,727)  $       (1,618,660)  $          (145,743)  $         (10,844)  $         (2,745,765)  $         (2,647,462)
  Accumulated Amortization  $       (5,011,695)  $       (422,047)  $       (8,506,381)  $          (722,020)  $       (101,527)  $       (14,763,669)  $       (13,102,554)
Total Capital Assets  $            953,172  $          76,182  $         1,536,587  $            112,206  $           (1,363)  $           2,676,783  $           4,436,201 -40% 8

Total Assets  $ 2,410,805,904  $ 724,536,501  $ 7,612,844,029  $ 2,552,974,704  $ 303,637,517  $  13,604,798,655  $  13,213,039,887 

LIABILITIES
  Accounts Payable  $         3,362,997  $     2,097,697  $         5,784,360  $         1,383,695  $        614,409  $         13,243,157  $         13,354,762 -1%
  Investment Accounts Payable  $      62,739,926  $   16,331,905  $    172,471,794  $      57,585,433  $     8,315,154  $       317,444,212  $       294,905,492 8%
  Securities Lending Collateral  $      58,078,184  $   18,229,595  $    191,613,076  $      64,392,768  $     7,465,404  $       339,779,026  $       488,923,036 -31% 9
Total Liabilities  $    124,181,106  $   36,659,197  $    369,869,230  $    123,361,896  $   16,394,966  $       670,466,395  $       797,183,290 

Total Fiduciary Net Position Restricted for Pensions  $ 2,286,624,798  $ 687,877,304  $ 7,242,974,799  $ 2,429,612,808  $ 287,242,551  $  12,934,332,260  $  12,415,856,597 

1

2

3
4
5
6
7 Securities Lending Activity is driven by the demand of the market.
8
9 Securities Lending Activity is driven by the demand of the market.

The decrease in total Fixed Assets was due to the increase in the amortization of the fixed assets.

Increase in Receivables is due to the accrual of the FY 2019 Budget Surplus in KERS nonhaz and the increase in the employer contribution rate.

NOTE - Variance Explanation

KENTUCKY RETIREMENT SYSTEMS
COMBINING STATEMENTS OF FIDUCIARY NET POSITION

PENSION FUNDS
As of June 30, 2019

(Unaudited)(In Whole Dollars)

Variance is a result of continuous fluctuation of deposits and transactions that flow through the cash account.  An effort is made to have minimal 
balances on hand at month end.

The decrease is due to the creation of Specialty Credit and Opportunistic asset classes which moved assets from the Fixed Income asset class.
Variance is a result of transaction activity which is based on each individual manager.

Short Term Investments is primarily comprised of the cash that is on hand with the custodial bank along with any small amounts of cash managers and 
brokers may have; therefore,  the variance is driven by cash flow.  The balance is unusually high because of an equity reduction at the end of September.  
Negotiations are currently underway to invest these funds.

The decrease is due to the Board of Trustee's decision to reduce the exposure to Absolute Return.
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KERS KHAZ CERS CHAZ SPRS 2019 2018
ADDITIONS
  Member Contributions  $      93,759,421  $   17,117,760  $    159,063,722  $      58,660,533  $     5,061,567  $       333,663,002  $       349,843,901 -5%
  Employer Contributions  $    948,866,448  $   55,230,215  $    393,301,844  $    137,665,739  $   58,947,677  $    1,594,011,923  $    1,169,689,650 36% 1
  General Fund Appropriations  $      75,857,750  $     1,086,200  $         76,943,950  $         87,574,300 -12% 2
  Pension Spiking Contributions  $              94,847  $          28,641  $            151,211  $            386,815  $          14,536  $              676,051  $           8,077,024 -92% 3
  Northern Trust Settlement  $              36,718  $             3,987  $              44,079  $              13,507  $             2,597  $              100,888  $              827,215 -88% 4
  Health Insurance Contributions (HB1)  $         5,962,720  $        933,542  $      11,801,458  $         2,457,752  $        176,257  $         21,331,730  $         19,849,689 7%
  Employer Cessation Contributions  $      10,642,662  $         10,642,662  $                16,999 62508% 5
  Total Contributions  $ 1,135,220,567  $   73,314,144  $    564,362,314  $    199,184,347  $   65,288,834  $    2,037,370,205  $    1,635,878,778 

INVESTMENT INCOME
  From Investing Activities
    Net Appreciation in FV of Investments  $      82,408,449  $   25,278,270  $    274,803,094  $      92,244,472  $     9,982,963  $       484,717,247  $       806,165,245 -40% 6
    Interest/Dividends  $      45,566,331  $   15,903,403  $    168,631,299  $      56,881,429  $     6,523,114  $       293,505,577  $       271,338,137 8%
    Total Investing Activities Income  $    127,974,780  $   41,181,672  $    443,434,393  $    149,125,902  $   16,506,077  $       778,222,824  $    1,077,503,382 

    Investment Expense  $         7,333,386  $     2,826,542  $      30,717,437  $      10,205,257  $     1,048,736  $         52,131,357  $         53,497,219 
    Performance Fee/Carried Interest  $         6,044,245  $     1,762,124  $      19,350,918  $         6,353,734  $        636,608  $         34,147,628  $         39,099,702 -7%
Net Income from Investing Activities  $    114,597,149  $   36,593,007  $    393,366,039  $    132,566,912  $   14,820,732  $       691,943,838  $       984,906,461 

From Securities Lending Activities
  Securities Lending Income  $         1,530,520  $        546,460  $         5,907,608  $         1,986,386  $        219,437  $         10,190,410  $           8,714,868 
Securities Lending Expense
  Securities Lending Borrower Rebates  $         1,154,625  $        416,045  $         4,505,224  $         1,511,956  $        168,366  $           7,756,216  $           4,712,751 
  Securities Lending Agent Fee  $              55,278  $          19,426  $            211,270  $              71,192  $             7,627  $              364,793  $              444,799 
Net Income from Securities Lending  $            320,617  $        110,989  $         1,191,113  $            403,238  $          43,444  $           2,069,401  $           3,557,318 -42% 7

Total Investment Income  $    114,917,766  $   36,703,996  $    394,557,152  $    132,970,149  $   14,864,176  $       694,013,239  $       988,463,779 

Total Additions  $ 1,250,138,332  $ 110,018,140  $    958,919,466  $    332,154,496  $   80,153,010  $    2,731,383,444  $    2,624,342,558 

DEDUCTIONS
  Benefit Payments  $    988,348,862  $   69,526,966  $    766,220,610  $    259,008,662  $   60,949,211  $    2,144,054,310  $    2,062,482,804 4%
  Refunds  $      12,342,143  $     2,683,998  $      14,387,181  $         2,854,144  $        161,696  $         32,429,163  $         34,947,137 -7%
  Administrative Expenses  $      11,712,305  $     1,103,083  $      21,658,759  $         1,725,610  $        224,552  $         36,424,309  $         32,956,523 11%
Total Deductions  $ 1,012,403,310  $   73,314,047  $    802,266,550  $    263,588,416  $   61,335,458  $    2,212,907,781  $    2,130,386,464 

Net Increase (Decrease) in Fiduciary Net Position  $    237,735,023  $   36,704,093  $    156,652,916  $      68,566,080  $   18,817,552  $       518,475,663  $       493,956,093 

FIDUCIARY NET POSITION HELD IN TRUST 
FOR PENSION BENEFITS
Beginning of Period  $ 2,048,889,775  $ 651,173,212  $ 7,086,321,881  $ 2,361,046,728  $ 268,425,009  $  12,415,856,606  $  11,921,900,513 
End of Period  $ 2,286,624,798  $ 687,877,305  $ 7,242,974,797  $ 2,429,612,808  $ 287,242,561  $  12,934,332,269  $  12,415,856,606 

1

2
3
4

5
6
7

Kentucky Bar Association Cessation payment.

Employer contributions increased (even though there was a decrease in covered payroll for KERS, KHAZ and SPRS) because of the increase in the 
contribution rate across all five systems.

Securities Lending is driven by the demand of the market.  

KENTUCKY RETIREMENT SYSTEMS
COMBINING STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION

PENSION FUNDS
For the Year Ended June 30, 2019

(Unaudited)(In Whole Dollars)

The Northern Trust Settlement amount decreased primarily due to the receipt of the initial one time payment of $827,215 in FY 18 as well as the decline in 
the asset base at Northern Trust due to an asset reallocation.

NOTE - Variance Explanation

The General Fund appropriation amount decreased for FY 2019, but the amount does include the FY 2019 Budget Surplus in KERS nonhaz.
Pension Spiking contributions decreased due to a change in statute.  Pension spiking is now the member's responsibility.

Net Appreciation has declined as a result of less realized gains in Public Equity and Private Equity and higher unrealized losses in FY19 for Absolute Return.
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KERS KHAZ CERS CHAZ SPRS 2019 2018
ASSETS
Cash and Short-Term Investments
  Cash Deposits  $        178,474  $          18,893  $           108,829  $             22,114  $          20,000  $           348,311  $           240,622 45% 1
  Short-term Investments  $   82,999,366  $   18,488,628  $    125,261,697  $      56,235,408  $   10,327,685  $    293,312,785  $    261,411,565 12% 2
Total Cash and Short-term Investments  $   83,177,841  $   18,507,521  $    125,370,527  $      56,257,522  $   10,347,685  $    293,661,095  $    261,652,187 

RECEIVABLES
  Accounts Receivable  $   16,200,249  $        614,743  $      14,943,790  $        4,654,661  $     1,206,290  $      37,619,733  $      32,190,384 17% 3 
  Investment Accounts Receivable  $   18,374,135  $   10,185,226  $      47,335,202  $      25,258,984  $     3,764,591  $    104,918,138  $    116,692,818 -10%
Total Receivables  $   34,574,384  $   10,799,968  $      62,278,992  $      29,913,645  $     4,970,881  $    142,537,871  $    148,883,202 

INVESTMENTS, AT FAIR VALUE
Security Lending Collateral Invested  $   27,150,877  $   15,532,451  $      72,694,800  $      38,886,349  $     5,850,918  $    160,115,396  $    217,923,705 -27% 4

  Fixed Income  $ 139,163,564  $   86,601,390  $    388,595,163  $    208,209,641  $   31,006,681  $    853,576,438  $ 1,150,672,130 -26% 5
  Public Equities  $ 381,086,874  $ 208,111,228  $    956,548,783  $    513,813,137  $   76,051,404  $ 2,135,611,427  $ 2,270,831,405 -6%
  Specialty Credit  $ 151,309,636  $   81,890,794  $    356,522,920  $    189,378,054  $   29,029,940  $    808,131,344 
  Private Equities  $   47,821,541  $   52,750,453  $    283,206,434  $    159,633,569  $   24,118,628  $    567,530,625  $    557,549,236 2%
  Absolute Return  $   14,125,922  $     9,379,906  $      40,099,851  $      22,466,625  $     3,517,516  $      89,589,819  $    286,308,836 -69% 6
  Real Estate  $   28,405,603  $   20,821,470  $      90,370,061  $      49,496,798  $     7,950,275  $    197,044,207  $    178,369,302 10%
  Real Return  $   74,619,086  $   44,282,180  $    212,843,759  $    110,769,165  $   15,382,818  $    457,897,009  $    444,102,928 3%
  Opportunistic  $     9,707,570  $     6,034,712  $      27,151,994  $      14,792,088  $     2,228,425  $      59,914,790 
  Derivatives  $         (59,188)  $         (37,376)  $          (168,470)  $            (91,181)  $         (13,400)  $          (369,615)  $          (338,980) 9%
Total Investments, at Fair Value  $ 846,180,609  $ 509,834,757  $ 2,355,170,496  $ 1,268,467,895  $ 189,272,288  $ 5,168,926,045  $ 4,887,494,858 

Total Assets  $ 991,083,710  $ 554,674,697  $ 2,615,514,816  $ 1,393,525,412  $ 210,441,773  $ 5,765,240,408  $ 5,515,953,951 

LIABILITIES
  Accounts Payable  $        217,583  $            8,451  $           565,385  $             37,312  $            1,467  $           830,198  $           811,560 2%
  Investment Accounts Payable  $   21,579,583  $   12,025,708  $      55,796,580  $      29,792,810  $     4,461,144  $    123,655,824  $    132,039,852 -6%
  Securities Lending Collateral  $   27,150,877  $   15,532,451  $      72,694,800  $      38,886,349  $     5,850,918  $    160,115,396  $    217,923,705 -27% 7
Total Liabilities  $   48,948,044  $   27,566,609  $    129,056,765  $      68,716,471  $   10,313,529  $    284,601,419  $    350,775,117 

Total Fiduciary Net Position Restricted for Insurance  $ 942,135,667  $ 527,108,088  $ 2,486,458,050  $ 1,324,808,941  $ 200,128,244  $ 5,480,638,989  $ 5,165,178,835 

1

2

3
4
5
6
7

NOTE - Variance Explanation

Variance is a result of continuous fluctuation of deposits and transactions that flow through the cash account.  An effort is made to have minimal 
balances on hand at month end.

KENTUCKY RETIREMENT SYSTEMS
COMBINING STATEMENTS OF FIDUCIARY NET POSITION

INSURANCE FUNDS
As of June 30, 2019

(Unaudited)(In Whole Dollars)

Short Term Investments is primarily comprised of the cash that is on hand with the custodial bank along with any small amounts of cash managers 
and brokers may have; therefore,  the variance is driven by cash flow.  

The decrease is due to the creation of Specialty Credit and Opportunistic asset classes which moved assets from the Fixed Income asset class.
Securities Lending Activity is driven by the demand of the market.

Securities Lending Activity is driven by the demand of the market.
The decrease is due to the Board of Trustee's decision to reduce the exposure to Absolute Return.

Increase in Accounts Receivable is due to the increase in the employer contribution rate and its affect on the year end employer contribution accrual.
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KERS KHAZ CERS CHAZ SPRS 2019 2018
ADDITIONS
  Employer Contributions  $ 173,576,628  $     3,725,610  $    135,570,077  $      61,106,279  $   13,282,671  $    387,261,265  $    321,887,495 20% 1
  Medicare Drug Reimbursement  $            3,103  $               5,696  $               112  $               8,912  $             16,081 -45% 2
  Insurance Premiums  $        183,943  $         (18,785)  $           615,851  $            (53,211)  $         (13,308)  $           714,491  $           496,965 44% 3
  Humana Gain Share Payment  $     3,078,512  $        212,648  $        3,573,689  $           505,697  $        143,519  $        7,514,065 
  Retired Reemployed Healthcare  $     3,995,693  $     1,244,506  $        4,085,347  $        1,166,082  $            5,676  $      10,497,303  $        9,837,395 7%
  Employer Cessation Contributions  $     1,391,354  $        1,391,354 4
  Northern Trust Settlement  $            3,941  $            2,293  $               9,377  $               5,013  $               974  $             21,598  $           172,785 -87% 5
Total Contributions  $ 182,233,175  $     5,166,273  $    143,860,037  $      62,729,859  $   13,419,644  $    407,408,988  $    332,410,720 

INVESTMENT INCOME
From Investing Activities
  Net Appreciation in FV of Investments  $   26,542,096  $   19,153,795  $      92,027,609  $      50,691,961  $     7,541,838  $    195,957,299  $    366,154,639 -46% 6
  Interest/Dividends  $   21,934,516  $   12,788,932  $      60,153,364  $      32,140,589  $     4,789,371  $    131,806,772  $    105,268,785 25% 7
Total From Investing Activities  $   48,476,612  $   31,942,727  $    152,180,973  $      82,832,549  $   12,331,209  $    327,764,071  $    471,423,423 

  Investment Expense  $     3,451,410  $     2,360,300  $      11,272,422  $        6,180,646  $        926,993  $      24,191,771  $      27,839,101 
  Performance Fee  $     1,979,506  $     1,620,715  $        7,614,319  $        4,287,662  $        670,279  $      16,172,480  $      18,077,735 -12% 8
Net Income from Investing Activities  $   43,045,697  $   27,961,712  $    133,294,232  $      72,364,242  $   10,733,937  $    287,399,820  $    425,506,588 

From Securities Lending
  Securities Lending Income  $        690,086  $        384,496  $        1,752,280  $           944,299  $        142,576  $        3,913,737  $        3,349,811 
Securities Lending Expense
  Security Lending Borrower Rebates  $        505,855  $        281,716  $        1,278,575  $           690,803  $        105,070  $        2,862,017  $        1,813,618 
  Security Lending Agent Fees  $          27,482  $          15,362  $             70,812  $             37,885  $            5,600  $           157,141  $           200,701 
Net Income from Securities Lending  $        156,749  $          87,419  $           402,893  $           215,612  $          31,907  $           894,579  $        1,335,491 -33% 10

Total Net Income from Investments  $   43,202,446  $   28,049,130  $    133,697,125  $      72,579,853  $   10,765,844  $    288,294,399  $    426,842,079 

Total Additions  $ 225,435,621  $   33,215,403  $    277,557,163  $    135,309,712  $   24,185,488  $    695,703,387  $    759,252,799 

DEDUCTIONS
  Healthcare Premiums Subsidies  $ 127,221,189  $   19,280,730  $    133,003,921  $      78,189,636  $   13,942,113  $    371,637,589  $    369,120,941 1%
  Administrative Expense  $        874,737  $        117,133  $           877,375  $           433,965  $          68,944  $        2,372,154  $        2,063,686 15% 11
  Self Funded Healthcare Costs  $     1,962,163  $          93,513  $        3,979,322  $           149,038  $          40,164  $        6,224,200  $        6,786,644 -8%
  Excise Tax Insurance  $            3,069  $               6,175  $                 46  $               9,290  $               9,298 0%
Total Deductions  $ 130,061,158  $   19,491,376  $    137,866,792  $      78,772,639  $   14,051,267  $    380,243,233  $    377,980,569 

Net Increase (Decrease) in Fiduciary Net Position  $   95,374,462  $   13,724,027  $    139,690,370  $      56,537,074  $   10,134,221  $    315,460,154  $    381,272,230 

FIDUCIARY NET POSITION HELD IN TRUST FOR
INSURANCE BENEFITS
Beginning of Period  $ 846,761,195  $ 513,384,061  $ 2,346,767,679  $ 1,268,271,867  $ 189,994,024  $ 5,165,178,825  $ 4,783,906,595 
End of Period  $ 942,135,657  $ 527,108,088  $ 2,486,458,049  $ 1,324,808,941  $ 200,128,245  $ 5,480,638,979  $ 5,165,178,825 

1

2
3
4
5

6

7
8 thru 9

10
11 Increase in Administrative Expense is due to a prior year correction processed in FY2018.

Securities Lending is driven by the demand of the market.  

The increase is due to additional interest and dividends received from the Private Equity and Specialty Credit asset classes.

Refunds received from UMR/Wausau for overpayments on self-funded claims have decreased in FY 2019.

Employer contributions increased (even though there was a decrease in covered payroll for KERS, KHAZ and SPRS) because of the increase in the 
contribution rate across all five systems.

The Northern Trust Settlement amount decreased primarily due to the receipt of the initial one time payment of $827,215 in FY 18 as well as the 
decline in the asset base at Northern Trust due to an asset reallocation.

Health Insurance Premiums increased due to a decrease in health insurance refunds processed to retirees.
Kentucky Bar Association Cessation payment.

Net Appreciation has declined as a result of less realized gains in Public Equity and Private Equity and higher unrealized losses in FY19 for Absolute 
Return.

Total Fees have declined by 12% in FY19 primarily due to less fees from absolute return asset class.

NOTE - Variance Explanation

KENTUCKY RETIREMENT SYSTEMS
COMBINING STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION

INSURANCE FUNDS
For the Year Ended June 30, 2019

(Unaudited)(In Whole Dollars)

Board Meeting- September 12, 2019 - Audit Committee Report

110



Board Meeting- September 12, 2019 - Audit Committee Report

111



Board Meeting- September 12, 2019 - Audit Committee Report

112



Board Meeting- September 12, 2019 - Audit Committee Report

113



1

Kentucky Retirement Systems 

Board Meeting

September 12, 2019

Board Meeting- September 12, 2019 - Audit Committee Report

114



Cash Flow Trends

2

Pension Fund Cash Flows:
• All plans experienced an increase in Net Position as a result of increasing employer contributions.  

Both CERS plans saw a decline in their cash flow before realized gains were included.   

• Member contributions are down due to a slight decline in payroll and a drop in service purchases from 
the prior year. 

• Net Investment Income increased for all plans except KERS Non-Hazardous.   

• Total Inflows are up across all systems as contributions rate continue to increase.

• Benefit payments increased slightly across all plans with a low in KERS Non-Hazardous of 2% and a 
high in KERS Hazardous of 6%.

Insurance Fund Cash Flows:
• All systems had an increase in end of period net position.

• Inflows increased due to an increase in both Employer Contributions and Net Investment Income.

• Outflows remain relatively flat across all systems.

Board Meeting- September 12, 2019 - Audit Committee Report

115



CASH FLOW – Pension Fund 
(KERS Non-Haz, KERS Haz & SPRS)

June 30, 2019 (compared to June 30, 2018)
($ in millions)

Contributions FY18 FY19 FY18 FY19 FY18 FY19

Member Contributions $110.8 $99.7 $18.8 $18.0 $5.7 $5.2

Employer Contributions/Appropriations 675.4 1,035.5 43.7 55.3 46.9 60.0

Northern Trust Settlement 0.3 - - - - -

Investment Income (Net of Expenses) 34.6 32.5 9.2 11.4 4.0 4.9

Total Cash Inflows 834.8 1,167.7 71.7 84.7 56.6 70.1

Benefit Payments/Refunds 981.0 1,000.7 68.1 72.2 58.8 61.1

Administrative Expenses 10.7 11.7 1.0 1.1 0.2 0.2

Total Cash Outflows 991.7 1,012.4 69.1 73.3 59.0 61.3

NET Cash Flow Before Gains/(Losses) (156.9) 155.3 2.6 11.4 (2.4) 8.8

Realized Gain/Loss 148.7 35.0 50.2 10.8 17.7 3.9

NET Cash Flow w/ Realized Gains(Losses) (8.2) 190.3 52.8 22.2 15.3 12.7

Unrealized Gain/(Loss) (35.7) 47.4 (7.5) 14.5 (3.3) 6.1

Change in Net Position (43.9) 237.7 45.3 36.7 12.0 18.8

Beginning of Period $2,092.8 $2,048.9 $605.9 $651.2 $256.4 $268.4

End of Period $2,048.9 $2,286.6 $651.2 $687.9 $268.4 $287.2

3
Note:  Member contributions include the Health Insurance Contribution (1%) as required by HB1.
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CASH FLOW – Pension Fund 
(CERS-Haz and CERS-Haz)

June 30, 2019 (compared to June 30, 2018)
($ in millions)

Contributions FY18 FY19 FY18 FY19

Member Contributions $171.2 $170.9 $63.2 $61.1

Employer Contributions 358.0 393.4 127.7 138.1

Northern Trust Settlement 0.4 0.0 0.1 0.0

Investment Income (Net of Expenses) 101.2 119.8 33.4 40.7

Contribution Inflow 630.8 684.1 224.4 239.9

Benefit Payments/Refunds 741.2 780.6 248.3 261.9

Administrative Expenses 19.6 21.6 1.5 1.7

Contribution Outflow 760.8 802.2 249.8 263.6

NET Cash Flow Before Gains/(Losses) (130.0) (118.1) (25.4) (23.7)

Realized Gain/Loss 549.0 120.6 182.8 40.2

NET Cash Flow w/ Realized Gains/(Losses) 419.0 2.5 157.4 16.5

Unrealized Gain/(Loss) (71.8) 154.1 (24.0) 52.1

Change in Net Position 347.2 156.6 133.4 68.6

Beginning of Period $6,739.1 $7,086.3 $2.227.7 $2,361.0

End of Period $7,086.3 $7,242.9 $2,361.1 $2,429.6

4Note:  Member contributions include the Health Insurance Contribution (1%) as required by HB1.
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CASH FLOW – Insurance Fund 
(KERS Non-Haz, KERS Haz & SPRS)

June 30, 2019 (compared to June 30, 2018)
($ in millions)

Contributions FY18 FY19 FY18 FY19 FY18 FY19

Employer Contributions $132.4 $174.9 $4.3 $3.7 $9.4 $13.3

Insurance Premiums 0.2 3.3 - 0.2 - 0.1

Retired Reemployed Healthcare 4.1 4.0 1.0 1.2 - -

Northern Trust Settlement - - - - - -

Investment Income (Net of Expenses) 11.4 16.7 6.1 8.9 2.1 3.2

Contribution Inflow 148.1 198.9 11.4 14.0 11.5 16.6

Healthcare Premiums 131.9 129.1 18.8 19.3 13.9 14.0

Administrative Expenses 0.8 0.9 0.1 0.1 0.1 0.0

Contribution Outflow 132.7 130.0 18.9 19.4 14.0 14.0

NET Cash Flow Before Gains/(Losses) 15.4 68.9 (7.5) (5.4) (2.5) 2.6

Realized Gain/Loss 53.8 10.1 33.7 8.1 12.9 3.3

NET Cash Flow w/ Realized Gains/(Losses) 69.2 79.0 26.0 2.7 10.4 5.9

Unrealized Gain/(Loss) (3.9) 16.4 2.7 11.1 1.4 4.2

Change in Net Position 65.3 95.4 28.9 13.8 11.8 10.1

Beginning of Period $781.4 $846.7 $484.4 $513.3 $178.2 $190.0

Ending of Period $846.7 $942.1 $513.3 $527.1 $190.0 $200.1

5
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CASH FLOW – Insurance Fund 
(CERS Non-Haz and CERS-Haz)

June 30, 2019 (compared to June 30, 2018)
(in $millions)

Contributions FY18 FY19 FY18 FY19

Employer Contributions $120.8 $135.5 $55.0 $61.1

Insurance Premiums 0.6 4.2 (0.2) 0.4

Retired Reemployed Healthcare 3.8 4.1 1.0 1.2

Northern Trust Settlement 0.1 - - -

Investment Income (Net of Expenses) 26.8 41.7 14.2 21.9

Contribution Inflow 152.1 185.5 70.0 84.6

Healthcare Premiums 135.9 137.0 75.4 78.4

Administrative Expenses 0.7 0.9 0.4 0.4

Contribution Outflow 136.6 137.9 75.8 78.8

NET Cash Flow Before Gains/(Losses) 15.5 47.6 5.8 5.8

Realized Gain/Loss 155.1 39.8 85.1 22.1

NET Cash Flow w/ Realized Gains/(Losses) 170.6 87.4 79.3 27.9

Unrealized Gain/(Loss) 15.6 52.2 9.7 28.6

Change in Net Position 186.2 139.6 $89.0 56.5

Beginning of Period $2,160.6 $2,346.8 $1,179.3 $1,268.3

End of Period $2,346.8 $2,486.4 $1,268.3 $1,324.8

6
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HB 1 Discussion

September 12, 2019

1
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• 117 Agencies

• Unfunded Liabilities over $3 Bil as of 06/30/2018

• Contribution Rate Stays at 49.47% for Fiscal Year 2020

• There Will Be Five Options Chosen During April 2020  
That Will Be Effective July 1, 2020

2

HB 1 Provisions
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HB 1 Options – First Decision

Stay in KERS NH or elect one of the four opt-
out options

3
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HB 1 Options – Second Decision

Elect a “hard freeze” or a “soft freeze”

4

Hard Freeze

No further service credit through 
ceased employer after cessation date

Members earn a benefit at retirement

Member may leave their balance or 
transfer it

Participate in employer’s D.C. plan

Soft Freeze

Members continue to earn service 
credit until termination or retirement

Actuary calculates current unfunded 
and projected normal costs
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HB 1 Options – Third Decision

Elect a lump sum or an installment payment

5

Lump Sum

4.5% hard freeze

3.5% soft freeze

Have 12 months to pay

Interest charged at 5.25% for 
pension and 6.25% for insurance

Installments

3.5% hard freeze
• Starts with higher of fiscal 2020 dollar 

contribution or 49.47% over the last 60 
month average reported compensation 

• Increases by 1.5% a year 
• State covers the projected $300+Mil short 

fall through higher contribution rates

3.0% soft freeze
• Initial rate set so as to pay off in 30 years 

with 1.5% annual $ increases

Board Meeting- September 12, 2019 - Legislative Issues

124



Present Value Cost to KRS
HB 1 Vs. HB 351  $ Mil

6

#2 Hard 
Freeze 
Lump 

Sum  4.5%

#3 Hard 
Freeze

Installments 
3.5%

#4 Soft 
Freeze 

Lump Sum 
3.5%

#5 Soft
Freeze 

Installments 
3.0%

Health Depts. $236 $362 $119 -----

Non-P1 Agencies $34 $14 $21 -----

Reg. Mental 
Health

$185 $107 $107 -----

Universities $223 $129 $123 -----

Subtotal $678 $612 $370 -----

One Year Ext. $121 $121 $121 $121

Grand Total $799 $733 $491 $121

Required Annual 
Relief

$64 $59 $38 $8

Board Meeting- September 12, 2019 - Legislative Issues

125



Impact of Installments
Hard Freeze Installments

• Only 56 of 117 could entirely pay cost off (remaining liability at 30 years 
of $1.44 Bil)

• 13 of 60 health departments

• 30 of 34 non-P1 agencies

• 9 of 11 regional mental health

• 4 of 8 universities

• 6 would only pay off 60% or less 

Soft Freeze Installments- Initial Installment At Rate Required To Pay 
Off in 30 Years + 1.5% Annually

• Only 28 of 117 can start at 49.47%

• 20 of 113 would have to start at 80% or more 

7
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HB 1 Considerations Prior to 2020 GA

• Can KRS continue on a % of pay contribution basis? 

• If so, we must go to a 60 month or longer fixed allocation payroll 
allocation, or we must go to a fixed allocation of each agency’s 
actual liability (e.g. agency unfunded = $137 Mil and total 
unfunded vs. $13.7 Bil – agency pays 1% of total contribution 
each year)

• %  allocation doesn’t change if employers terminate, outsource 
or reduce employees via attrition 

• New hires only require normal cost contribution 

• Creates “winners” and “losers” vs. current contributions

• Greater dispersion with fixed unfunded liability allocations vs. 
fixed allocations based on percent of pay

8
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HB 1 Administration

Working with GRS on Administrative Requirements

• Use June 30, 2019 valuation for estimates 

• Bi-weekly phone conference

Instructions/explanation on the website

Town hall meetings

Agency and member updates

• Emails

• Website

• Meetings

9
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House Bill 1 Time Line

10
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KRS and GRS Challenges

• Communications and employer and members instructions

• Meeting turnaround deadlines

• Reporting errors / corrections

• Challenges to the estimates and final liability calculations

• Delinquent collections

11
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Auditor of Public 
Accounts

Special Audit of KRS

SB2 Compliance

KRS Board 
Presentation 

Sept 12, 2019

David Eager, 
Executive Director

1

Kentucky 
Retirement Systems
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2

PRIMARY
CRITICAL FINDINGS
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3

KRS does not post ALL 
investment manager contracts 
on KRS Website.

“KRS has abdicated its responsibility 
to abide by the Open Records Act.”

“Only 33 investment manager 
contracts are on the website.” 

“Manager fees are not posted.”

PRIMARY CRITICAL FINDINGS
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4

PRIMARY CRITICAL FINDINGS

KRS should control all redactions

“61.645 places the responsibility 
of redacting information on the 
retirement system.”
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5

“KRS found non-compliant 
in adherence of the 
CFA Code of Conduct.”

PRIMARY CRITICAL FINDINGS
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6

“KRS is not monitoring 
its investment managers 
consistent with its 
investment policy.”

PRIMARY CRITICAL FINDINGS
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APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Begin posting all investment-
related contracts. Older 
contracts being renegotiated 
should include language 
allowing KRS to publish an 
investment manager’s contract 
and limit their liability.

Agree for all contracts written 
since the SB2 and all 
renegotiated in the future. At this 
time, 33 have been or are being 
posted on the website, 
representing 88% of the KRS 
managed assets.

Post all side letters on the 
website.

Agree for post-SB2 and future 
side letters.
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APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Managers need to provide a detailed 
explanation of all redactions.

Will implement for all post-audit 
contracts.

Seek an opinion from the Kentucky 
Attorney General to define what 
financial data should be considered 
proprietary and confidential.

Unnecessary. Already have an 
Attorney General ruling with the 
KKR Contract in 2016. 
Applicable for all contracts.

* KKR is Kohlberg Kravis Roberts & Co. L.P. and its affiliates
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APA FINDING – KRS RESPONSE

APA 
RECOMMENDATIONS

KRS RESPONSE

KRS to approve redactions.

KRS cannot be put in the position of legal 
arbitrator of redactions.

Puts KRS in a potentially liable position.

KRS makes unredacted versions of all 
investment manager contracts available to the 
Public Pension Oversight Board, the General 
Assembly’s Government Contract Review 
Committee, and the Auditor’s Office. 

Attorney General’s opinion 16-ORD-273 
supports KRS’s position, ruling that a 
manager has the right to redact information if 
the manager feels that the information could 
be competitively harmful if made public.
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APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Comply with HB 489 Agree. Already doing so.
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11

APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Discuss with the Board a plan to 
decrease the number of 
investment contracts, particularly 
private equity managers, or 
alternative investments.

KRS has been allocating larger 
placements that result in fewer 
managers since 2016.

KRS must wait for smaller 
placements to mature as a means 
of manager reduction. To liquidate 
private equity holdings would 
require discounting the holdings 
up to 20-30%, costing the 
systems potentially hundreds of 
millions of dollars.
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APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Ensure investment manager 
contracts clearly identify how 
management and performance 
fees are calculated.

Agree. Only one contract was 
found to have ambiguities 
regarding how fees were charged. 
That situation has been rectified.
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APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Consider negotiating fee caps and 
include language in its investment 
manager contracts giving KRS 
clear authority to reduce payment 
of fees once the fees near the 
agreed cap amount, similar to TRS.

KRS negotiates fees whenever 
possible... Often leading to the 
need for redactions.

There may be a misunderstanding 
by the APA auditor about TRS’s 
application of “capped” fees. KRS 
believes no such action is 
warranted. 
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APA FINDING – KRS RESPONSE

APA FINDINGS KRS RESPONSE

Update its Employer Reporting Manual 
to ensure it is completely and accurately 
defines processes and procedures.

Agree. Work in progress.

Continue to work with the Kentucky 
Personnel Cabinet to ensure vacancies 
are resolved.

Agree.

Enable billing of interest in the START 
system so that it may be applied to all 
employer invoice types not just pension 
spiking.

Agree. Will require legislation in the 
General Assembly 2020 via a 
Housekeeping Bill.

Be willing to exercise for rights to recover 
monies owed by County Employers by 
taking legal action in Franklin County 
Circuit Courts.

Agree. Procedures being put into 
place.

Adopt formal written policies and 
procedures waiving penalties. 

Agree. Policies and procedures 
being finalized.
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15

APA FINDING – KRS RESPONSE

APA RECOMMENDATIONS KRS RESPONSE

Work with Vital Statistics and 
LexisNexis to ensure KRS gets 
complete and accurate (death 
record) data

Complete.

Consider revising the matching 
criteria that prompts KRS to perform 
further research on individuals listed 
in the LexisNexis file.

Complete.
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Process for the

KRS Staff to work

with the Board on

legislative issues

(and vice versa)
January 2019

David Eager, 
Executive Director

1

Kentucky 
Retirement Systems
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WORKING ON LEGISLATIVE ISSUES

Executive Director:

• Advise the Board regarding major legislative initiatives.*

• Provide pension related background including BRs and 
bill drafts.*

• Provide Actuarial Analyses having a fiscal impact.*

• Provide technical assistance to General Assembly, 
Governor’s office and State and local government officials. 

• Recommend legislative or regulatory changes and provide 
feedback on draft language.

• Act as the legislative liaison and represent the Board at 
legislative hearings and other legislative meetings.

• Call a special meeting, if deemed necessary.

*Except confidential requests for technical assistance by 
General Assembly, Governor’s office and State and local 
government officials for actuarial, tax benefits or other 
analyses not yet public.
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3

WORKING ON LEGISLATIVE ISSUES

Any Board Member may:

• Communicate with staff regarding 
legislative issues.

• As a majority, ask the Board Chair or 
the Executive Director to call a special 
meeting.

• Speak with media, but only represent 
their own views.
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4

WORKING ON LEGISLATIVE ISSUES

Communications Staff shall:

• Provide a report with the status of all 
bills affecting KRS during the legislative 
session. 
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DOCUMENT PROCESS 
AND 

STORAGE

BY:  Procurement and Office Services
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GOALS:

u Explain how documents are 
received, processed, and retained 

u Share how we’re improving our 
document processing practices 
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Where do we fit?  
Board of Trustees

Investment 
Committee

Rich Robben
Exec Dir Office of 

Investments

Andy Kiehl

Deputy Executive 
Director

Joe Gilbert

Div. Director
Public Equity

Anthony Chiu

Div. Director
Private Equity

David Eager

Executive 
Director

Mark C. Blackwell
Executive 
Director

Office of Legal 
Services

Kathy Rupinen

General Counsel
Advocacy

Vacant
Assnt General 

Counsel
Non-Advocacy

Marlane Robinson

Div. Director
HR

Shawn Sparks

Div. Director
Communications

Rebecca Adkins
Interim Executive 

Director
Office of Operations

D’Juan Surratt

Div. Director
ERCE

Dominique 
McKinley

Interim Div. 
Director

DETS

Connie Davis

Div. Director
Accounting

Joe C Gilbert
Div. Director

Procurement & 
Office Services

Cassandra Weiss

Staff Assistant

Angela Stevens

Purchasing Agent 
I

Erin Surratt

Executive 
Director

Office of Benefits

Kevin Gaines
Div. Director
Membership 

Support

Wes Crosthwaite
Div. Director

Quality Assurance

Shauna Miller
Div. Director

Member Services

Liza Welch
Div. Director
Disability & 

Survivor Benefits

David Nix
Div. Director

Retiree Services 
Payroll

Connie Pettyjohn
Div. Director

Retiree Health 
Care

Becky Stephens
PPT Retirement 

Programs 
Administrator

Alane Foley

Special Assistant

Lisa Perry

Admin Spec II

Audit Committee

Kristen Coffey

Div. Director
Internal Audit
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Procurement and Office Services
Joe C. Gilbert

Div. Director

Tom Wells
Postal Services 

Supervisor
Mail Services

Brad McGuire

Postal 
Technician III

Wesley Cook

Postal 
Technician II

William Miller

Postal 
Technician II

Rosemary Bebe
Administrative Section 

Supv
Records Retention & 

Inventory Control

Dolores 
Birdwhistell 

Doc Proc Spec II

R. Evan Rister

Doc Proc Spec II

Anne Baker
Administrative Section 

Supv

Document Imaging

Brooke Weber

Doc Proc Spec II

Melissa Raine

Doc Proc Spec II

Lisa Tomlin

Doc Proc Spec II

Vacant

Doc Proc Spec I

Delisa Tinsley
Doc Proc Spec I

Vacant

Doc Proc Spec I
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Interesting Facts From 2018: 
u KRS received 112,079 

articles of mail and 99,905 
faxes  

u The Imaging Section 
processed and scanned 
1,082,032 document pages.  
That’s over 4,000 pages a 
day!  

u +397,000 documents were 
indexed.  Index= Process 
where form numbers and 
member IDs are added to 
each document.

u Over 385 form numbers are 
used by our division
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Tracking, Storage and Retrieval
u Each storage box is given a bar code label

u All bar codes are added to the Master Inventory spreadsheet according to date and 
content.  

u Boxes are stored securely onsite for 3 months then sent to Kentucky Underground storage 
until the retention period has been satisfied. If a document is needed we will review the 
date it was scanned then request the appropriate box by barcode. 
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Tracking, Storage and Retrieval

u Documents are retained according to the records 
retention schedule prepared by the State Records 
Branch, Archives and Records Management Division and 
approved by the State Archives Record Commission.

u The inventory and appraisal of Kentucky’s records are 
subject to terms of KRS 171.410 – 740 (The State 
Archives and Records Act), in conjunction with 725 KAR 
1:030, Scheduling public records for retention and 
disposal.  

u Different form series have different retention 
requirements.  

u 1 - 40 years 
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Our goal is CONSTANT improvement
u Imaging Section’s responsibilities continue to expand.  

u Mail Processing:  Only Member Services mail after go live of START(2011)

u Added Membership Support mail October 2018

u Added Survivor Benefits mail November 2018

u Added Payroll mail December 2018

u Added Retiree Health Care mail July 2019

u Scanning:

u Scan all Accounting invoices (to SharePoint) January 2019 

u Scan all previous Board Meeting Minutes (to SharePoint) July 2019  

u Add all archived Accounting invoices from 2011 to present (to SharePoint) August 2019

u Index: 

u Maintain or increase the number of documents indexed per month
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